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Sakhalin Island’s oll General Background
and gas resources
are being developed
by international
consortia. Sakhalin
I's il production
reached 240,000 bbl/d
in February 2007, and
Sakhalin Il produces

Sakhalin Island: Sakhalin 1 and Sakhalin 2.

Recoverable oil reserves around Sakhalin Island are estimated at almost 7 billion barrels, and
natural gas reserves at approximately 80 trillion cubic feet by IHS Energy. International consortia
have entered into production sharing agreements (PSAs) to develop the resources. Even though
all of the consortia have extensive export plans (including to the United States) via LNG terminals
and export pipelines to the mainland, there has been little progress except on the first two parts of
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Sakhalin |

The Sakhalin | project is led by Exxon Neftegaz, in conjunction with consortium members
SODECO, ONGC Videsh, and two Rosneft subsidiaries (Sakhalinmorneftegaz and RN Astra). Via
its subsidiaries, Rosneft holds a 20 percent share in the project. The $6.5 billion dollar first phase
of the project will entail development of the Chayvo field, and subsequent phases will develop the
Odoptu and and Arkutun Dagi fields. Total capital expenditure for the project, approved back in
2003, is set at $12.8 billion. Around $3.4 billion were spent during 2005 and 2006 combined.

Consortium members began drilling in May 2003, and commercial production from the Chayvo
field began in October 2005. The consortium announced the field had reached maximum
production in February 2007 at around 240,000 barrels per day (bbl/d) of oil and 140 million cubic
feet per day (mmcf/d) of natural gas. The field is expected to produce around 30-40,000 bbl/d less
in 2008 than in 2007. Output is being piped to the Russian port of De-Kastri where natural gas is
then pumped into the Russian system and oil is exported to international markets. Most of the oil
is shipped to markets in east Asia, two to five sailing days away.

Natural Gas Exports

The mode of natural gas exports from Sakhalin 1 has not been decided as of yet, but the project
is supplying natural gas to the local area. ExxonMobil would like to send the natural gas to the
south via pipeline to China, yet other shareholders and Gazprom prefer marketing natural gas as
LNG via Sakhalin Il, which would require an expansion of the facilities there.

Sakhalin I

The Sakhalin Il project is being developed under a PSA that now includes Gazprom, Shell,
Mitsubishi, and Mitsui. The consortium members have estimated that the project’s cost will total
more than $20 billion, making the project the largest single foreign investment in Russia. To date,
around $13 billion has already been spent.

In February 2007, Gazprom announced it would pay $7.45 billion for a 50 percent plus one share
in Sakhalin Energy. Shell will keep 27.5 percent less one share, Mitsui 12.5 percent and
Mitsubishi 10 percent. Gazprom intends to play a leading role as the major shareholder, but Shell
will remain technical advisor.

In July 2005 Shell estimated recoverable reserves at 17.3 Tcf of natural gas and 1 Billion barrels
of liquids. From the Vitayez platform, Sakhalin Il has been producing 60,000 bbl/d of oil during
ice-free summer months since July 1999, and Phase Il of the project should lead to full-year oil
production (roughly 160,000 bbl/d) by early 2009.

Sakhalin Il will supply natural gas to the United States, Japan and South Korea. In late 2004,
Sakhalin Energy signed a contract with Coral Energy to supply 1,800 billion cubic feet (bcf) of
LNG over 20 years to a power plant on the border of California and Mexico. The LNG will be
delivered via tanker to the Energia Costa Azul terminal being constructed in Baja California,
Mexico. In March 2004, Sakhalin 1l announced the sale of 300,000 tons of LNG per year to
Japan's Tokyo Gas and Tokyo Electric Power (TEPCO) starting in summer 2008. In July 2005,
the project operators announced a 20-year sales agreement of 1.6 million tons per year of LNG to
Korea Natural Gas (KOGAS).

The state Japan Bank for International Cooperation (JBIC) will likely continue to offer funding for
the project, but it is uncertain whether the European Bank for Reconstruction and Development
(EBRD) will approve a previous request for a $300 million loan.

Due to concerns about disturbing the gray whale population, the consortium announced in 2005
that it would be rerouting some of the pipelines which lead from the platforms to the shore-based
processing facilities. For these reasons, LNG production has been delayed until at least 2008,
and year-round oil production has been delayed until at least late 2008.

Sakhalin 1l

The four blocks in the Sakhalin-Ill project are estimated to contain 5.1 billion barrels of oil and 46
Tcf of natural gas. Russia’s environmental agency, Rosprirodnadzor, reported in early 2008 that it
had discovered some license violations at Rosneft's Veninsky Block and has threatened to
withdraw the license. The Veninsky block, with oil reserves of 1.2 billion barrels and 9.1 Tcf of
gas, will be developed by a Rosneft-Sinopec consortium. In February 2006, this block was
transferred to Venineft, a joint venture of Rosneft (49.%), Chinese Sinopec (25.1%)
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and SakhalinskayaNeftyanayaKompaniya (25.1%).

Gazprom has received Sakhalin-3's Kirinsky Block without a tender.

A proposed law defining “strategic” mineral deposits, which includes oil fields with more than 367
million barrels of reserves, will determine which companies will be able to bid on the remaining

blocsk left for auction.

Sakhalin IV-VI

Areas of Sakhalin Island lying to the north and southeast of Sakhalin | and Il are at various
preliminary stages of development. More information on these projects’ development and

expected production levels can be found on the summary table page.
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Click the image above to enlarge. An Excel version of the table is also available.

ElA: Russia Country Analysis Brief

General Information

Sakhalin | Project Homepage

Sahkhalin Il Project Homepage

Sakhalin Il Project Overview Presentation
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Contact Info

cabs@eia.doe.gov
(202)586-8800
cabs@ceia.doe.gov
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